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Preamble
As amended through
September 1, 1999
The Independence Standards Board ("ISB" or "Board") was developed from
discussions between the American Institute of Certified Public Accountants
("AICPA"), other representatives of the accounting profession, and the U.S.
Securities and Exchange Commission ("SEC"). The various securities laws
enacted by Congress and administered by the SEC recognize that the integrity
and credibility of the financial reporting process for public companies depends, in
large part, on auditors remaining independent from their audit clients.
The operating policies of the ISB that follow are designed to permit timely,
thorough, and open study of issues involving auditor independence and to
encourage broad public participation in the process of establishing and improving
independence standards. The objective of the ISB's policy of openness and
public participation is to stimulate public consideration and debate on matters
relating to its objective and mission. All of the ISB's constituencies, including
members of the public, are encouraged to express their views on matters under
consideration in order to stimulate constructive public dialogue.

Article 1: ISB Objective and Mission
I.

The mission of the ISB is to establish independence standards applicable
to audits of public entities in order to serve the public interest and to
protect and promote investors' confidence in the securities markets. To
achieve this, the Board will:
A. At its inception, adopt as its standards the existing independence
guidance of the SEC.

B. Develop a conceptual framework for independence applicable to
audits of public entities which will serve as the foundation for the
development of principles-based independence standards.
C. Promulgate standards, as appropriate, and review and ratify, if
appropriate, consensuses of the Independence Issues
Committee ("IIC") and interpretations of the ISB staff that address
matters involving auditor objectivity and independence.
D. Develop a process, including utilizing the IIC, for referring
emerging issues affecting independence for guidance and
resolution.
E. Provide a consultative function for practitioners and registrants
who have questions about independence standards.

Article 2: ISB Structure and Authority
I.

II.

III.

IV.

V.

VI.

The ISB is a board of eight members (as described further below)
supported by an Independence Issues Committee and an executive
director ("Executive Director") and other support staff as necessary and
appropriate to help accomplish its mission.
The ISB operates as an independent body, funded by the AICPA SEC
Practice Section of its Division of CPA Firms ("SECPS"). Accordingly, the
ISB has authority to make public statements on matters relating to the
subject of auditor independence in connection with audits of public
entities without clearance from the SECPS or the AICPA Board of
Directors.
The Board consists of eight members serving on a part-time basis. Four
will be public members, three will be senior partners of SECPS member
firms, and one will be the President of the AICPA or his/her designee.
Public members will be prominent individuals of high integrity and
reputation, who understand the importance of investor protection, the
U.S. capital markets, and the accounting profession.
The appointment of the initial Board will be made by the SECPS
Executive Committee after consultation with the SEC and the President
of the AICPA. The initial terms will be staggered and may be of varied
lengths except as limited by paragraph V of this article.
Following the appointment of the initial Board, successor public members
will be nominated for three-year terms by the existing public members of
the Board. New members from SECPS members firms will be nominated
for three-year terms by the SECPS Executive Committee subject to the
approval of the AICPA's Board of Directors. The entire Board will elect
replacement members from those slates of nominees. The nominees in
each category of membership receiving the most votes will be deemed
elected to the vacant seats for those categories. There is no requirement,
however, to place more names in nomination than the number of seats
available to be filled. Except for the AICPA President or his/her designee,
no public or private member may serve more than two consecutive terms,
except that initial Board members appointed for less than three-year
terms may serve more than two consecutive terms as long as their total
service does not exceed seven years. Notwithstanding any other
provision in this paragraph, the term of office of any Board member
whose term would otherwise expire before a replacement has been duly
elected, shall be continued until such replacement is so elected. The
President of the AICPA may change his/her designee at his/her
discretion.
The Board will select its own chairperson ("Chair") from among the four

VII.

VIII.
IX.

public members. The Chair will serve a three-year term.
The Chair will have powers and responsibilities relating to the
appointment and supervision of personnel at the ISB, the distribution of
business among such personnel, and the use and expenditure of funds
by the ISB within the budget constraints approved by the ISB. These
powers and responsibilities will include but are not limited to the
following: The Chair will preside at ISB meetings. The Chair will prepare
short and longer range operating and project plans for the ISB, including
agenda of projects and their priorities, for submission to the ISB for
approval. The Chair will transmit the ISB's short and longer range
operating and project plans to the SECPS and SEC, will also prepare
annual reports for public distribution regarding the activities of the ISB
and its progress with respect to its operating and project plans. The Chair
will prepare the annual budget of the ISB, with the assistance of the
Executive Director, for the ISB's approval. The annual budget will be
deemed approved if approved by either a majority of the ISB or by all four
public members of the ISB. The Chair will have authority to hire, retain,
and contract with staff members and to fix their duties and the amount of
their salaries and other compensation; to appoint and contract with any
persons or organizations with respect to research (following consultation
with the Executive Director) and other technical services to be performed
by them as consultants or independent contractors; and to retain and
contract with independent legal counsel within the budget constraints
approved by the ISB. The Chair also will have authority to establish and
appoint persons to task forces (who may but need not be members or
staff of the ISB or SECPS) following approval by the ISB, and after
consultation with the Executive Director and others. (To the extent not
otherwise provided in or inconsistent with these Operating Policies, the
Chair will have the authority to establish operating procedures for the
ISB, its staff, task forces, and other committees and groups, and to
implement and direct their broad operating processes.) The Chair will
appoint an executive director and designate a member of the staff
assigned to the ISB to serve as secretary and keep a record of the ISB's
proceedings, and may appoint other staff directors. Staff members and
members of task forces and other persons and groups employed, hired,
or otherwise retained or appointed by or at the direction of the Chair will
serve at the pleasure of the Chair.
The ISB may at its discretion appoint committees and task forces and
commission special studies to assist it in carrying out its responsibilities.
The ISB will identify the pronouncements it will issue, including, if
necessary and appropriate, the authority, hierarchy, and exposure
process for each pronouncement. All proposed standards will be exposed
for public comment, for a minimum of 30 days.

Article 3: ISB Staff and Functions
I.

II.

The Board will have its own full-time Executive Director and, as
necessary or appropriate, other full-time professional and administrative
staff. The Chair will have the authority to hire, retain, and contract with
the Executive Director, as provided in Article 2.
The ISB staff will field telephone and other inquiries received by the
Board concerning independence issues, in the manner that the Board
directs and pursuant to policies established by the Board. In responding
to inquiries, the ISB staff may provide informal interpretations or guidance
to the inquiring parties. As appropriate, the ISB staff will inform the Board

III.

IV.

V.

VI.
VII.

regarding issues raised in such inquiries that might benefit from more
comprehensive consideration by the Board and, to the extent delegated
or assigned by the Board, the IIC.
The ISB and its staff will address independence inquiries that arise, and
the ISB understands that the SEC will encourage registrants and auditors
to look to the ISB and its staff to address such matters. Further, the ISB
understands that the SEC staff expects to refer specific independence
related issues that may arise in the course of day to day activities to the
ISB.
Should the ISB staff grant a request for confidential treatment of specific
facts concerning an independence inquiry, then materials and information
containing those facts shall not be made available to anyone except for
the chair of the ISB. However, an ISB Board member may review such
information for purposes of discharging his or her duties for the ISB if he
or she obtains the written consent of three other ISB Board members.
Absent express ratification by the Board, ISB staff interpretations will be
considered as applying only to the particular parties directly affected by
the interpretation, who may rely on such interpretation. If expressly
ratified by the Board, ISB understands that the SEC will consider ISB
staff interpretations as having substantial authoritative support.
The ISB staff will articulate the rationale or basis for any independence
interpretation issued by it and such rationale will be made available to the
SEC upon request.
The Executive Director will advise and consult with the AICPA, including
its Professional Ethics Executive Committee, as appropriate, on
independence issues of interest to the AICPA.

Article 4: Conduct of ISB meetings
I.

II.

Rules of Order. Because the work of the ISB is deliberative, requiring a
free interchange of ideas, and because adherence to formal rules of
order would inhibit such an interchange, meetings of the ISB are
conducted informally rather than on the basis of formal rules of order,
subject to the power of the Chair to conduct meetings effectively.
Meeting Procedures. ISB standard-setting meetings will be open to the
public. Sessions or portions of sessions dealing with administrative
matters are not generally open to the public. A "meeting" of the ISB
means the joint deliberations (with or without others present) of a majority
of the ISB members. The following procedures apply:
A. The dates, times, locations, and subject matters of meetings are
to be publicly announced in any manner reasonably designed to
inform the public. These announcements should be made at
least four business days in advance of regular meetings and two
business days in advance of special meetings.
B. Meetings of the ISB may be conducted telephonically, by video
conference, or by Internet transmission, provided that conducting
a standard-setting meeting in such fashion does not limit the
ability of the public to monitor or participate in the meeting.
C. All standard-setting meetings of the ISB will be accessible to
members of the public by telephone transmission.
D. The schedule for regular meetings of the Board will be
established by the Chair. The Chair may call a special meeting of
the ISB and must do so if requested by at least three (3) board

E.

F.

G.

H.
I.

III.
IV.

V.

members. No business will be transacted at a special meeting of
the ISB other than that for which the meeting was convened as
stated in the notice of such meeting.
Nothing in this Article will (1) authorize any person to be heard at,
or otherwise to participate in, any meeting of the ISB or to record
any meeting or portion of any meeting by electronic or
photographic device; (2) grant any person any rights not
otherwise existing, including, without limitation, rights of access
to any document, information, or data not otherwise existing
under these operating policies; (3) obligate the ISB to provide
any documents, information, or data used or referred to in the
course of any meeting to any person, except to the SEC; (4)
preclude the ejection or exclusion of any person in attendance at
any meeting whenever the Chair or a majority of the ISB deems
that action appropriate to preserve decorum, for health or safety
reasons, or to terminate behavior unauthorized by this section; or
(5) preclude the Chair from directing that a meeting in session be
cleared of spectators, temporarily or permanently, if he/she or a
majority of the ISB determines that the discussion taking place is
likely to result in the disclosure of matters that would permit the
meeting to be closed.
The Chair or a majority of the ISB may adjourn any meeting in
whole or in part to reconvene at another time, date, or place, so
long as such adjournment is followed by an announcement made
in a manner reasonably designed to inform the public regarding
when and where the meeting will be reconvened.
Final decisions on independence standards must be deferred to
a subsequent meeting if no indication had been given to the
public that action would be taken on such standards in that
meeting.
IIC consensuses are normally expected to be considered for
ratification at the ISB's next regularly scheduled meeting or at a
special meeting, if quicker action is deemed appropriate.
A public file on all ISB meetings will be kept for public reference
and inspection for a reasonable period of time consistent with the
public interest at a place designated by the ISB and in the AICPA
library. The file will contain copies of the agendas, handouts
deemed to be public documents by the Chair, blank copies of
questionnaires discussed at the meetings, comment letters on
exposure drafts, and minutes of the meetings.

Quorum Requirements. Six members of the Board constitutes a
quorum.
Privilege of the Floor. The following persons will have the privilege of
the floor during ISB meetings: members of the ISB, the chairperson of the
Board of the AICPA, the Executive Director, other members of the ISB
staff whose presence is required, Commissioners of the SEC, and the
SEC's Chief Accountant or his/her designee. Other persons do not have
the privilege of the floor unless the Chair extends such a privilege.
Voting Procedures. Votes on all matters may only be taken at a duly
noticed meeting and may be taken by a show of hands or any other
method, at the discretion of the Chair. Motions to issue exposure drafts of
statements of independence, ratify an IIC consensus, ratify ISB staff
interpretations, issue a standard, issue any other guidance, or to address
any other matters, except the voting for new Board members, requires

VI.

the affirmative vote of five of the members of ISB. The Board will develop
appropriate policies for the disqualification or recusal on a case specific
matter of any ISB member who has a conflict of interest, either
individually, or as representative of a particular auditing firm, concerning
any issue brought to a vote relating to that individual firm with application
only to that firm. An ISB member may continue to participate in public
hearings or otherwise during the research, discussion, and deliberative
periods even though that member is disqualified or has recused himself
from a particular vote.
Minutes. Detailed minutes of meetings will be prepared by the ISB staff
within one week of the meeting, or as soon as reasonably practicable
thereafter. These draft minutes will then be forwarded to the Board
members for their approval, and to the SEC staff for their information.
Should any Board member suggest substantive changes to the minutes,
such changes also will be circulated to all Board members and the SEC
staff. The minutes will be deemed officially approved when a majority of
the Board members communicate their approval to the ISB staff. The
Board members are expected to communicate their consideration of the
minutes within two weeks of receipt. After approval of the minutes
relating to any public session of the ISB, the staff will publish them in a
manner authorized by the Board and these operating policies.

Article 5: The Independence Issues Committee
I.

Objective/Mission. As expressly delegated or assigned by the Board:
A. Assist the Independence Standards Board in establishing
independence standards through the timely identification and
discussion of emerging independence issues within the
framework of existing authoritative literature.
B. Address broader interpretative issues, including those that
emerge from inquiries fielded by the ISB staff, and communicate
its consensus on such issues to the Board. The term
"consensus" is defined in Section III.D of this Article 5.
C. Perform other duties, such as conducting research.
D. Make publicly available its consensuses, and the rationale or
bases for such conclusions.

II.

III.

Membership and Appointment. The IIC is to be comprised of eight
CPAs, drawn from SECPS member firms that audit SEC registrants, who
are knowledgeable of the existing independence literature and are in
positions to be aware of emerging practice issues as they develop. The
SECPS Executive Committee will nominate the eight members of the IIC,
in consultation with and subject to the approval of the ISB. The ISB will
specify the terms of the IIC members. The ISB shall name the chair from
the 8 members of the IIC or may select the Executive Director as a nonvoting chair.
Meetings and Authority. Meetings and authority of the IIC are as
follows:
A. Meetings of the IIC will be open to the public but sessions or
portions of sessions dealing with administrative matters, or on
rare occasions matters which may cause substantial harm or
injury, or matters involving or relating to advice of counsel, need

B.
C.
D.
E.

F.

not be open to the public if authorized by the Chair or his/her
designee, except that in no instance will the SEC staff be
excluded from these sessions.
IIC meetings will be conducted in accordance with the
procedures for meetings of the ISB as provided in Article 4.
A quorum of six members or their designees are required for a
meeting.
For the IIC to reach a consensus, no more than two IIC members
may oppose the judgment or determination, and at least five IIC
members must approve it.
Upon reaching a consensus, the IIC will promptly forward it to the
ISB for ratification. If a majority of the ISB ratifies the consensus,
the ISB understands that the SEC will consider such consensus
as having substantial authoritative support.
The SEC Chief Accountant, or a designee thereof, will have
observer status and the privilege of the floor at IIC meetings.

Article 6: Public Hearings
I.

II.

The ISB may in its sole discretion seek information about independence
matters by holding a public hearing. The bases for a public hearing
generally will be an exposure draft although the ISB may also determine
to hold a public hearing for any other purpose. The ISB will determine the
number of public hearings to be held, if any, in connection with a
particular project, and will decide the time, date, location, and the general
format of each. Each public hearing will be conducted by one or more
members of the ISB or IIC, the Executive Director, or its technical staff
pursuant to procedures approved by the ISB for such hearing.
The ISB will publicly announce its intent to hold a public hearing at least
60 days prior to the hearing, unless a shorter period (but in no event less
than 30 days) is considered appropriate by the ISB, in any manner
reasonably designed to inform the public. The notice should include:
A. The time, date, location and general format of the hearing.
B. A brief statement of the subject or purpose of the hearing.
C. The date or dates prior to the hearing by which those wishing to
be heard at the hearing are to notify the ISB and by which written
comments, position papers, and outlines of all presentations are
to be received by the ISB.
D. Other information that the ISB may determine.

III.

IV.

Any individual or organization may request to be heard at a public
hearing, and to the extent practicable, the ISB will attempt to schedule all
those making timely requests. Submission of written comments, a
position paper, or an outline of a proposed oral presentation, will
generally be a condition to being heard. Materials submitted to the ISB, in
this connection, will constitute a part of its public file. The ISB reserves
the right to limit the length of any oral presentations.
Public hearings may be adjourned in whole or in part to reconvene at
another time or location, or may be extended to an additional date or
dates at the same or a different location, with the same or different
format, so long as such adjournment is followed by an announcement
made in a manner reasonably designed to inform the public regarding

when and where the meeting will be reconvened.

Article 7: Financial Management
I.
II.

III.
IV.

Funding for the Board and all of its staff and activities will be provided by
the AICPA through the SECPS.
The Executive Director will be responsible to prepare and submit to the
Chair an annual budget, which will be subject to approval by the ISB and
forwarded to the SECPS Executive Committee. The fiscal activities of the
Board are subject to internal audit by the AICPA's internal audit division
and external audit by the Institute's outside auditors.
The public members of the Board will receive compensation annually for
their service on the Board.
Staff compensation will be administered by the AICPA, after
consideration by the Chair of its salary administration and performance
management system. The Chair will determine salary adjustments for the
Executive Director. The Executive Director will recommend to the Chair,
for his/her approval, salary adjustments for the remaining staff.

Article 8: Material Available for Public Inspection
I.

Material Available for Public Inspection. Regarding the ISB, the
following materials will be available for public inspection: agendas,
handouts deemed to be public documents by the Chair, blank copies of
questionnaires used to obtain the views of members that are discussed
at meetings of ISB, comment letters received on its exposure drafts,
minutes of ISB meetings, and standards under consideration or
promulgated. All such materials will be publicly available at a place
designated by the ISB and in the AICPA library, as provided in Article 4.
Regarding the ISB staff, the following materials will be available for public
inspection: correspondence on specific issues that are pending
ratification or have been ratified by the Board. Regarding the IIC, the
following materials will be available for public inspection: minutes of IIC
meetings; any consensus reached by the IIC; and reports by the IIC or
any task force or committee formed to assist the IIC. In the discretion of
the ISB, the following materials will not be available for public inspection
(although they will be made available to the SEC upon request): work
papers; memoranda and other internal materials; and information and
data that would not be discussed or disclosed in a public meeting.

Article 9: Amendment
I.

Amendment. These operating policies may be amended by an
affirmative vote of six (6) members of the ISB.
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